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Introduction and Background

Discovery Records Limited (“the Company”) was incorporated on 12 August 1994 and its
registered number is 02958481. The Company traded in the wholesale of music, including less
mainstream and niche genres and soundtracks from premises at A11 Fiveways Industrial
Esiate, Westwells Road, Corsham, Wiltshire, SN13 9RG (“the Premises”) and was supported
by three associated companies, Trapeze Music Limited, Trapeze Music & Entertainment
Limited and Acrobatl Licensing Limited (“Trapeze”, "TME" and "Acrobat’ respectively and
together “the Associated Companies”) who handled production of stock and held intellectual

property, including licences.

The Company was struggling with cash flow due to the loss of alarge cuslomer and a significant
bad debt due to the cusiomer entering its own insolvency procedure. The Company atso faced
legacy costs associated with a move from its previous location to the Premises.

The Company was relying on financial support from Trapeze and was also utilising draw-downs
from its secured lending facility to fund on-going trading. This was unsustainable long term and

creditor pressure was mounting.

Kingston Smith & Partners LLP were initially engaged by the Company on 13 July 2018 to
assist the Director in preparing the Proposals for a Company Voluntary Arrangement (“CVA”),
which was to be supported by a third-party funder. Negotiations commenced but on review of
more comprehensive financial forecasts, the third-party withdrew their offer and the CVA was

no longer viable.

Preserving goodwill in the business was vital and this would only be achieved by a going
concern sale in Administration. Goodwill would likely be valueless in a Liquidation scenario, its
stock was secured and any value in the Company's chattels would be minimal. In addition, as
there was no cash in the business, funds wouid not be available to support the costs and
expenses of a trading period in Administration and it was clear that a pre-packaged sale of the
business and assets of the Company would be the best option to maximise value for the benefit

of creditors.

Pre-Packaged Sale

To facilitate a pre-packaged sale, Ryan Davies and ian Robert of Kingston Smith & Partners
LLP, Devonshire House, 60 Goswell Road, London, EC1M 7AD were appointed Joint
Administrators of the Company by the Director on 12 September 2018. The Joint Administrators
are licensed to act as insolvency practitioners in the UK by the ICAEW and act jointly and

severally in the Administration.

The pre-packaged sale of the Company’s business and assets completed on 12 September
2018 to Discovery Music Distribution Limited (“the Purchaser”), and was made under a Sale
and Purchase Agreement (*SPA") of the same date. Isadore Goldman Limited {("Isadore
Goldman”) acted for the Joint Administrators and Gorden Dadds LLP (*Gordon Dadds") acted
for the Purchaser. The Joint Administrators sent a letier to creditors on 17 September 2018 to
provide further information on the sale pursuant to the requirements of Statement of Insolvency

Praclice 16 {"the SIP16 Statement”).

A copy of this statement can be downloaded from www.ips-docs.com, using the following
details:

Username: discoveryrecords

Passward: RDDQ0OG2

This Report has been issued at the same tlime as the SIP16 Statement and both documents
should be read in conjunction.

Joint Admmnistrators’ Report and Statement of Proposals
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This firm's Privacy Notice about the way thal we will use, and store personal data be found at
hittps Hwww Kingstonsmitly co ukfksplip-gdpr/. If you are unable to download this, please

contact us and a hard copy will be provided to you.

The EU Regulation on Insolvency Proceedings 2000 applies to the Admunistration. The
proceedings are main proceedings as defined by Article 3 of the Regulation. The Company 18

based in the United Kingdom.

This report incorporates the Joint Administrators’ statement of proposals made under
paragraph 49 of Schedule B1, which will be treated as delivered to creditors on 19 September

2018.

Administration Strategy and Objective

The Joint Administrators must perform their functions with the purpose of achieving one of the
following objectives:

. Rescuing the Company as a going concern, or

Achieving a better resulf for the Company's creditors as a whole than would be likely
if the Company were wound up (without first befng in Administration), or

Realising property in order to make a distribution to one or more secured or preferential
creditors.

In this case, the first objective to rescue the Company as a going concern was not possible.
The Company's cash flow and position was already untenable and it would not be possible to
raise sufficient funds to trade the business in Administration. A CVA with third party funding
had already been expiored and was not viable and there were no other parties willing to inject
the required funding into the existing business to service the long term debt that had built up,

totalling ¢. £900,600.

The Joint Administrators have pursued the second objective, lo achieve a better result for the
Company's creditors as a whole than would be likely if the Company were wound up. However,
this would only succeed via a pre-packaged sale completed very shortly after the Joint

Administrators’ appointment.

As detailed in the SIP16 Statement, the Company's assets would have little value on a break-
up basis and any goodwill value would be eliminated. Furthermore, a Liquidation would
crystallise secured creditor and lease liabilities and all employees’ contracts would terminate,
adding significant preferential and unsecured claims to the total value of creditors.

Notwithstanding the greater realisation achieved for the Company’s goodwill and other assets
made for the benefit of creditors, the pre-packaged sale in Administration process has also
allowed the Joint Administrators to limit or reduce the large potential liabilities that would arise

on winding-up.

The SPA provides that the Company's secured creditors will release their securily over the
Company to allow assets to be sold uncharged, but will take similar security over the Purchaser
to ensure their position is unaffected. Additionally, the Purchaser is currently occupying the
Premises under licence from the Company and it 1s envisaged that the lease will eventually be
formally assigned, mitigating the landlord's exposure and reducing any subsequent claim
against the Company. Finally, all employees transferred to the Purchaser under the Transfer
of Undertakings (Protection of Employment) Regulations 2006 (“TUPE"), avoiding any
preferential or redundancy claims in the Administration.

Joint Admirustrators’ Report and Statement of Proposals
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Progress Since Appointment

Administration {including statutory camphiance and teporting}

Following our appointment, the strategy for the Administration was carefully assegsed to ensure
that a coherent plan could be achteved. This work will, where appropriate, have included liaison
with solicitars to deal with any legal considerations surrounding the Company's insolvency.

| have also dealt with a number of statutory formalities which are required of me under related
legislation. Typically, this includes issuing and filing all appomntment notices with creditors and
the Registrar of Companies and also advertising my appointment in the London Gazette.

As a pre-packaged safe of the Company's assets and business has taken place, | have
prepared and issued the report on the transaction as required by Statement of Insolvency
Practice 16 and ! have also prepared and issued these proposals to creditors outlining how the

purpose of the Administration may be achieved.

Other statutory duties performed are outlined in further detail in the fees information which can
be found at Appendix D. Please note that much of this work will have been performed to comply
with statutory requirements and as such may not necessarily add any value to the insolvent

estate.

Reatlisation of assets

The business and assets of the Company were sold to the Purchaser for £50,000. Creditors
should refer to the SIP16 Statement for further information on the rationale for the transaction,
the assets involved and the marketing activity undertaking prior to the Joint Administrators’

appointment.

I would cenfirm that £5,000 was paid on completion and the Purchaser 1s to pay the remaining
consideration in monthly instalments of £7,500 for 6 manths, commencing on 10 October 2018.
| will liaise with the Purchaser monthly to ensure that the monthly instaiments are paid on time

and received into the Administration account.

The Company also operated a factoring facility with Easy Invoice Finance Limited. This facility
has been transferred to the Purchaser. However, where there is a surplus on this facility arising
from book debls owed to the Company prior to the Administration, this will be payable into the
Administration estate. The position is still being reconciled but realisations, if any, are not

expected to be significant.

The work undertaken by the Joint Administrators and their staff to date in realising the
Company's assets has been necessary in order to maximise the likelihood of a return fo
creditors being made. Where assels remain to be realised, these will be dealt with as the
Adminisiration progresses and further updates will be provided to crediters in my progress

reports.

Further information on the estimated outcome of the Administration can be found in section 9
below.

Creditors

Under the SPA, the Company’s secured creditors have released their fixed and floating charges
over the Company's assets and taken new security over the Purchaser’s assets. Though there
will be no secured claims in the Administration, | expect that | will continue to correspond with
the Purchaser and its secured creditors throughout the first few months of the Purchaser's
trading operations, as and when further information or assistance is required.

It will also be necessary to liaise closely with the landlord for the Premises in relation to on-

going rent whilst the Purchaser is in eccupation under licence, and also to facilitate the
anticipated assignment of the lease to the Purchase in the coming weeks. Once the assignment

Joint Administrators’ Report and Statement of Proposals
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is completed, | will be required lo review the landlord's mitigated fingl claim against the
Company.

I would advise creditars that | expect to arrange a formal surrender of the lease for the
Company's former trading premises, which it 1s expected will mitigate their claim in the

proceedings.

As all employees transferred to the Purchaser under TUPE, | will not be required to dea! with
preferential claims or make any submissions to the Redundancy Payments Service. However,
the Company's records indicate that there are over 200 unsecured creditors and it is expected
that there will be a large amount of claims correspondence and engagement with these

creditors

investigations

The Joint Administrators are required o investigate the Company’s affairs and the Direclor's
management of the business pursuant to Statement of Insolvency Practice 2. This will include
a review of the Company’s bank statements, books and records and information or concerns
raised by creditors. We are also required to make a submission on the Director’s conduct to
the Departmeni for Business, Energy and Industrial Strategy under the Company Directors

Disqualification Act 1986.

These investigations have not yet begun as | am slill gathering the relevant infermation and
documents and it is too early to comment on any areas that may require further investigation.
Further updates in this area will be provided to creditors in subsequent progress reports.

Sale of Assets to Connected Parties

In accordance with Statement of Insolvency Practice 13, | would confirm that the business and
the following assets of the Company were sold to the Purchaser as part of the pre-packaged

sale on 12 September 2018:

sDate of | Assets involved & . .| Considerationpaid | o 41 -
‘ransaction | nature of iransaclion - | B dates
£50,000 total
consideration -
Sale of business and £5,000 paid on
assets including: completion followed Company
Commercial Records; by monthly ) . connecled by
12 September s ' . Discovery Music virtue of common
2018 Stock; Fixtures & instaiments of Distribution Limited | Director and
Fittings,; Goodwull; £7,500, Ultimate
Business Contracts; and | commencing on 10 Beneficial Owner
Intellectual Property October 2018 and
continuing for 6
months

Further information in relation to the pre-packaged sale can be found in the SIP16 Statement.

Joint Administrators’ Receipts and Payments

A summary of receipts and payments for the Administration period from the date of our
appointment to is attached at Appendix B.

Financial Position

A Statement of the Company's Affairs has not yel been received as there has been insufficient
fime to prepare a full Statement of Affairs given the brief period that has elapsed since
appointment. Attached at Appendix C is a summary of the Estimated Finangial Position of the
Company as at 12 September 2018 together with a list of creditors' names and addresses

Joint Administrators’ Report and Statement of Proposals
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along with details of their debts (including details of any security held by them} Creditors should
note that the estimated financial position is before the costs of the Administration procedure

are constdered.

Proposals

It is proposed that the Administrators will continue to manage the affars of the Company in
order to achieve the objective of the Administration. In the circumstances it is proposed that:

As the survival of the existing Company I1s not viable, the Joint Administrators will pursue the
second objective and If appropriate take any action he considers necessary to ensure all
consideration is received and all other aspects of the SPA are implemented following the pre-
packaged sale of the business and assets of the Company as a going concern.

If, having realised the assets of the Company the Joint Administrators think that a dividend wil!
be made {o the unsecured creditors, they propose filing a notfice with ithe Registrar of
Companies which will have the effect of bringing the appointment of the Administrators to an
end and will move the Company automatically into Creditors’ Voluntary Liquidation ("CVL") in
order that the dividend can be made. In these circumstances, it 1s proposed that the Joint
Administrators in office at the date of conversion to CVL will become the Joint Liquidators in
the CVL and the Joint Liguidators will act jointly and severally in the Liquidation.

If the Joint Administrators think that the Company has no property which might permit a
dividend to its creditors, they will file a notice with the Court and the Registrar of Companies

for the dissolution of the Company.

See Section 6 below on Exit Routes for further information on the exit routes available from
Adminisiration.

The Joint Administrators shall do all such other things and generally exercise aif of their powers
as contained in Schedule 1 of the Insclvency Act 19886, as they consider desirable or expedient

to achieve the statutory purpose of the Administration.

If the Joint Administrators consider it necessary to extend the period of the Administration, they
will seek the cansent of creditors or the approval of the Court to the extension. Creditors may
consent 1o an extension for a period of up to one year and the Courl can order that the Joint
Administrators’ term of office be extended for a specified period determined by it.

The creditors consider establishing a Creditors' Committee and that if any such Commitiee is
formed they be authorised to sanction the basis of the Joint Administrators' remuneration and
disbursements and any proposed act on the part of the Joint Administrators without the need
to report back to creditors generally, to include any decision regarding the most appropriate

exit route from the Administration.

The basls of the Joint Administrators’ remuneration may be fixed as ane or more of the following
bases and different bases may be fixed in respect of different things done by them:

" As a percentage of the value of the assets they have to deal with, or

- By reference to time properly spent by the Joint Administrators and their staff managing
the Administration, or

“ As a set amount.

In accordance with Statement of Insolvency Practice 9, issued by the Association of Business
Recovery Professionals, the Joint Administrators be authorised to draw Category 2
disbursements as and when funds are available, in accordance with their firm’s published tariff
Details of Category 2 disbursements charged by the firm can be found at Appendix D.

Joint Administrators’ Report and Statement of Proposals
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Where no Creditors' Commitiee is appainted the remuneration and disbursements of the Joint
Administrators shall be fixed by a decision of creditors The Joint Adminstrators will also seek
approval for any unpaid pre-administration costs detailed in this report and their discharge from

lability in the same manner.

In this case, the Joint Administrators are seeking to approve the basis of their remuneration as
follows:

By reference to the time properly spent by the Joint Admnistrators and thetr staff in
attending to matters arising in the Administration

Further details about the proposed fee basis can be found in Section 8 below and Appendix D.

The Joint Administrators will be discharged from liability under Paragraph 98 of Schedule B1
to the Insolvency Act 1986 immediately upon their appointment as Joint Administrators ceasing

1o have effect.

Exit Routes

All Administrations automatically come to an end after the period of one year, unless the
Company's creditors agree to extend this period, or the Court orders the Joint Administrators’

term of office be extended for a specified period of time.

At the time of drafting these Proposals | do not believe that an extension to the period of
Administration will be necessary, however | will confirm the position to creditors in a subsequent

progress report in due course.

Based on information currently avaiable, the information on the exit route(s) we believe may
be appropriate in this Administration are set out below.

Creditars’ Voluntary Liquidation

Based on present information, the Joint Administrators think a dividend may be paid to the
unsecured creditors. As a result, the Joint Administrators will either make an application to
Court to enable them to make a distribution to unsecured creditors in the Administration or they
will file a notice with the Registrar of Companies in order that the Administration will cease and
the Company will move automatically into to CVL facilitate this distribution. It is proposed that
the Administrators in office at the date of conversion to CVL will become the Joint Liquidators

of the CVL.

It is proposed that the Joint Ligquidators will be authorised to act jointly and severatly in the
subsequent liquidation.

Creditors have the right to nominate an alternative liquidator of their choice. To do this, creditors
must make their nomination in writing to the Joint Administrators prior to these proposails being

approved. Where this occurs, the Joint Administrators will advise creditors and provide the
opportunity to vote. In the absence of a nomination, the Joint Administrators will automatically

become the Joint Liquidators of the subsequent CVL.

Dissolution of the Company

If the Joint Administrators think that the Company has insufficient property to permit a
distribution to the unsecured creditors, a notice will be filed at Court and with the Registrar of
Companies with the Joint Administrators' Final Report, for the dissolution of the Company.

The Joint Administrators’ appointment will end following the registration of the notice by the
Registrar of Companies.

Joint Administrators' Repart and Statement of Proposals
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Compulsory Liquidation

If a move to CVL is not possible because a dividend to the unsecured creditors is not
anficipated, but the Joint Administrators conclude that an exit nlo iguwdation 18 appropriate so
that further investigations into the Company's affairs may be carried out for example, an
application to Court may be made to exit into Compulsary Liquidation instead. If this exit route
is appropriate, at this stage it is anticipated (but is not mandaiory) that the Joint Administrators
wili become the Joint Liquidators in the subsequent higuidation

Pre-administration Costs
Pre-administration costs are defined as:
(i) Fees charged, and

(i) Expenses incurred

by the Joint Administrators, or another person qualified to act as an insolvency practitioner
before the company entered Administration (but with a view to its doing so), and "unpaid pre-
administration costs” are pre-administration costs which had not been paid when the Company

entered Administration.

Below is information on the pre-administration costs incurred in this case, together with details
of any amounts which remain unpaid, where applicable. Further information on the pre-
appointment work undertaken to comply with SIP16 requirements can be found in the SIP16

Statement.

The pre-appointed costs were approved by the Company in line with Kingston Smith & Partners
LLP's engagement letter in relation to the Administration, dated 16 August 2018. The
engagement terms provided for @ set amount of £16,667 plus VAT to cover the costs of
Kingston Smith & Partners LLP, Isadore Goldman and valuation agents Lambert Smith
Hampton (“LSH"} in preparing the Company for Administration and arranging the pre-packaged

sale.

Kingston Smith & Partners LLP were necessarily involved in pre-appointment advice to the
Company in relation to the Administration, and were required at all stages of preparing the pre-
packaged sale of the business and assets of the Company to the Purchaser. This included
liaison with the Director to gather financial information; correspondence with major creditors;
liaising with LSH to market the business; negotiating with the Purchaser; and discussing and

amending the SPA in conjunction with isadore Goldman.

LSH attended the Premises te value the Company's assets, prepared marketing collateral and
advertised the business for sale. LSH dealt with 6 interested parties before reviewing the offer
from the Purchaser and recommending its acceptance. The marketing activity undertaken by

.SH is set out in more detail in the SIP16 Statement.

Isadore Goldman drafted the SPA and dealt with several amendments in co-operation with the
Purchaser. This also included correspondence with secured creditors for the appropriate Deeds
of Release, and preparing the Licence to Occupy and collating other schedules appended to
the SPA. Isadore Goldman also prepared the statutory board minutes and forms required to

effect the Joint Administrators’ appointment.

The set amount of £16,667 plus VAT was paid by TME and apportioned as appropriate.
However, Kingston Smith & Partners LLP's pre-appointment costs were n excess of the
amount agreed (after LSH and Isadore Goldman were paid in full} as shown in the table below.

Joint Administrators’ Report and Statement of Proposals



DISCOVERY RECORDS UIMITED — IN ADMINISTRATION

7.8

81

8.2

8.3

8.4

8.5

86

8.7

Charged by Brief description of j Total amount Amount | Who payments Amo‘unt
services provided j charged £ paid £ | made by unpaid £
Fre-appomtment adwce , .
Kingston Smith | to the Company & £10,215 piis | £5,000 plus y;i?gr(iahx’:wﬁfﬂt 55,215
& Partners LLP | negotiation of the pre- VAT VAT Lin ted ' pius VAT
packaged sale
Valuation of assels.
marketing the business Trapeze Music
Lambert Sruth and assots of the ; £6,026 plus | £6,026 plus Py Emcrtalnn;ent it
. 1
 Hampton Company and dealing VAT VAT Lmiled
with the pre-packaged
sale
Deaing with .
Isadore appointment documents, £10,010 pius | £5,641 pius grgﬁiﬁé;ﬁﬁ?ﬂt 4269
Goldman the SPA and ancilfary VAT VAT [ imited plus VAT
documents i

The payment of the unpaid pre-administration costs sel out above as an expense of the
Administration is subject to the approval of creditors, separately to the approval of the Joint
Administrators' proposals. This approval will be the responsibility of the Creditors’ Committee
if one I1s appointed or alternatively by a decision of the creditors where there is no Committee.

Joint Administrators' Remuneration

As Joint Administrators, we are required to provide creditors with details of the work we propose
to undertake in the Administration and the expenses we consider will be, or is likely to be,
incurred in dealing with the Company’s affairs, prior to determining the basis upon which my

remuneration wili be fixed.

In addition to this, where the Joint Administrators seek agreement fo the basis of their
remuneration by reference to time properly spent by them and their staff in attending to matters
arising in the Administration, a fees estimate outlining the time and estimated cost of the work

to be done must alsc be provided.

In this case, we are seeking to agree that our remuneration be based on the time properly spent
by us and our staff in dealing with the affairs of the Company. Our fees estimate and details of
the work we propose to undertake in the Administration can be found at Appendix D and further
information on the work done since my appointment {o the date of this report can be found in

section 2.

Please note that where appropriate, the fees estimate may be to a particular stage of the case
only and if we consider the estimate will be exceeded during the Administration, we are obliged
to seek further approval for any increase In our remuneration. The fees estimate provides
details of these matiters where relevant and appropriate approval to the basis of our
remuneration will be sought as outlined in section § of this report.

As only days have passed since the Joint Administrators’ appomntment, it is not possible to
include a time matrix outlining the time spent by us and our staff since the date of appointment,
as time recording software is updated weekly. However, for the avoidance of doubt, post
appointment time spent to date totals £3,717, which mostly comprises time incurred in finalising
the pre-packaged sale, preparing the SIP16 Statement and these Proposals. This time is
inciuded within the overall fees estimate provided with this report.

We will provide updates on the expenses we consider will be, or are likely o be, incurred during
this case with our progress reports in due course.

The Joint Administrators may include details of the remuneration they anticipate will be charged
and the expenses they anticipate will be incurred if they become the Joint Liquidators in the
subsequent CVL. This can be done when seeking approval to the basis of their remuneration
as Joinl Administrators, or allernatively their fees estimate for the CVL can be provided once

Jaint Administrators’ Report and Statement of Proposals
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the Company has moved into CVL FPlease refer to Appendix D to this report for further
information.
A copy of "A Creditors’ Guide to Administrators’ Fees" is avallable on request or can be

downloaded from www ks.co.uk/creditors-guides-tees/ If you would prefer this to be sent to
you in hard copy please contact Evan Jones of this office on 0207 566 4020.

Estimated OQutcome

An estimate of the outcome of the Administration as at 17 September 2018 is attached as
Appendix E.

Based on the Estimated Financial Position of the Company aflached to this report, the
estimated vaiue of the preferential creditors is £nil and the unsecured creditors is £921,423.

it appears from these figures that there may be sufiicient funds to allow a small dividend to
unsecured creditors, though this is likely to be less than 3 pence in the pound.

Proposals approval and next report

| am seeking a decision of creditors on the approval of these proposals by deemed consent.
The letter issued to creditors on 17 September 2018 contains further information about this
decision process.

The Joint Administrators are required to provide a progress report within one month of the end
of the first six months of the Administration and we will report to you again at this time.

Yours faithfully
For and on behalf of
Discovery Records Limited

i

|IAN ROBERT
Joint Administrator

Enc

Jeint Admunistrators’ Report and Statement of Proposals
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Appendix A

Statutory Information

1 Company information
Company name Discovery Records Limited
Registered number 02958481

Registered office address Devonshrre House, 60 Goswell Road London EC1M ?AD

Al1 FNeways Industral Estate, Westwells Road Corsham Wiltshire

Former registered office address

SN13 9RG
Trading address(s) Al Fweways Industnal Estate, Westwells Road Corsham, Wiltshire
SN13 QRG
Court details Hrgh Court of Jushce
Court reference number 7414 of 201 8
2 Details of the Company’s Directors, Secretary and Shareholdings
Pirecutor%’(last ‘Swyept‘"s‘) . . Date apgéii;lléd “Date resigned ’ S;hares; held -
. None {Ultimate
Howard John Cooper 15 April 2015 - Beneficial Owner)
Martin T|mo!hy Cobb 20 January ‘!999 1 Augus! 2016 None
3 Joint Administrators’ Details

Names of Jeint Administrators Ryan Davies lan Robert
rodress " "7 T Devonshire House, 60 Goswell,  Devonshire House, 60 Goswell
Road, London, EC1M 7AD Road, London, EC1M 7AD
Telephone Number 556.;566 4020 020 7566 4020
Fax Number 020 7566 4021 B i 777650 7566 4021
M];Tr:t;:j;a;mtrators P I\iumber 15250 T 8706
" Authorising Body ICAEW  IcAEw
"Date of Appointment 12 sé@ﬁ?ﬁéﬁiw - ‘ié’é;;{;;;ﬁ;er 2018
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Appendix B

Receipts and Payments Account for the Period fram 12 September 2018 to 17 September 2018

Joint Administrators’ Report and Statement of Proposals



Discovery Records Limited
(In Administration)

Joint Administrators’ Summary of Receipts and Payments
To 17 September 2018

RECEIPTS Statement of Total (£}
Affairs {E)
Sale of Business and Assets 50,000.00 5,000.00
Rook Debts Uncertain 0.00
5,000.00
PAYMENTS

Trade & Expense Creditors {1,145,552.49) 0.00
0.00
Net Receipts/{{Payments) 5,000.00

MADE UP AS FOLLOWS
5,000.00

Bank 1 Current Metro Bank

5,000.00




CISCOVERY RECORDS LIMITED — IN ADMINISTRATION -

Appendix C

Summary of the Estimated Financial Position of the Company as at 17 September 2018

Joint Administrators’ Report and Statement of Proposals



Discovery Records Limrted

Estimated Financial Position of the Company as at 12 September 2018

Book, Estimated,
Notes Value to Realise
£ £
Assets Subject to Fixed Charge
Stock H 108.205 nil
Book Debis 1T 71e2T il
Less: Amounts due to Regency Companies 1 (275,000} il
Assets Subject to Floating Charge
Fixtures & Fittings 4.700 uncertain
Goodwill uncertam uncertain
Uncharged Assels
Neon-factored Book Debis unceriain uncertain
Sale of Business nil 50,000
Surplus available to Preferential Creditors 4,700 50,000
Preferential Creditors {5,000) nil
Surplus/Deficit Available to Floating Charge Holders {300} 50,000
Shertfall to Regency Companies under floating charge {b/d) (85,168) ni
Estimated Deficiency after Floating Charges (95,168} 50,000
Total assets available to Unsecured Creditors Nil 50,000
Unsecured Creditors
Associated Companies {324,983} 2
Trade and expense creditors (788,117}
HM Revenue & Customs {32,452)
(1.145,552) (1.145,5652)
Estimated Deficiency with regard to Unsecured Claims {1,145,552) (1,095,552}
Deficiency to Floating Charge Holders (95,168) nil
Estimated Deficiency to Creditors {1,240,720) (1,095,552}
Share Capital {166.668) {166,668)
Estimated Deficiency as regards shareholders {1,407 388) {1,262,220)
Notes:
1 Cavendish Investments (Manchester} Limited have a fixed charge over this stock and Easy thvose Finance Limited have a fixed

charge over the Company's book debt ledger pursuant 1o an invoce finance agreenent. These are toth part of the Regenty Group.

2 Reconcied balances due to Trapeze Music & Entertainment Limited and Acrobat Licensing Limited.
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DISCOVERY RECORDS LIMITED — IN ADMINISTRATION

Appendix D

Fees Information in accordance with The Insolvency (England and Wales) Rules 2016 and
Statement of Insolvency Practice 9

Fees Overview

Prior ta agreeing the hasis of our remuneration as Joint Administrators, details of the work proposed to
be done and the expenses it is considered will be, or are likely to be, incurred in dealing with the

Company's affairs must be provided to creditors.

In addifion, where the Joint Administrators propose to take all or any part of this remuneration based
on the time they and their staff will spend dealing with the affairs of the Company, a fees estimate must
also be provided. This will outline the anticipated cost of that work, how long it is anticipated the work
will take and whether any further approvals may be needed from creditors in due course.

It should be noted that a fees estimate may be provided to a particular milestone or for a designated
period in the case, where It is not possible fo accurately estimate the work that will need to be done at

the outset.

Creditors should be aware that the fees estimate is basad on all of the information available now and
may be subject to change due to unforeseen circumstances that may arise during the Administratian.
if it is considered that the fees estimate will be exceeded, the Joint Administrators will pravide an

update and seek approval to increase the previously agreed fees estimate.

Waoark anticipated and the likely return to creditors

Some of the wark undertaken by the Joint Administrators is required by statute and may not necessarily
provide a financial benefit to creditors. Examples of this work include investigations required by
Statement of Insolvency Practice 2 and the Company Directors Disqualification Act 1986 or dealing with

the claims of former employees via the National Insurance Fund.

Where the work 1o be done is anticipated to produce a financial benefit to creditors, this will be stated
and it may be necessary for the Joint Administrators to instruct third parties to assist in this process
because of a particular expertise that the third party may bring such as valuation, tax or legal advice.

Where it is practical to do so, the Joint Administrators will provide an indication of the likely return to
creditors when seeking approval for the basis of their remuneration. Again due to the complex nature
of the work undertaken by insolvency practitioners and the uncertainties that may exist in relation to the
realisation of the Company's assets at the outset of a case, this may not be possible. The Joint
Administrators are however, required by statute to provide periodic reports to creditors on the progress
of a case which will include an update as to the likely return creditors may expect

Proposed Fee Basis

In this case, it is being proposed that the basis of our remuneration as Joint Administrators will be based
on the time spent by us and our staff in dealing with the Company's affairs. Attached to this document
is my fees estimate, together with an explanation of the work it is proposed will be undertaken.

Each part of the work to be undertaken will necessarily require different levels of expertise and therefore
related cost. In order to aid understanding, for the purposes of the fees estimate, | have indicated an
average blended rate of the grades of staff such as myself, the case manager, the case administrator
and cashier when estimating the total hours to be spent on each part of the work,

This fees estimate is produced on the basis of all the work | currently propose will be necessary in the
Administration. If 1 consider the fees estimate will be exceeded | will notify creditors accordingly,

provide a revised estimate and seek further approval for the increased fees.

Joint Administrators’ Report and Staternent of Proposals
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DISCOVERY RECORDS LIMITED — IN ADMINISTRATION

Qutline of work to be done by the Joint Administrators

Below are details of the work | propose undertaking in support of the above fees estimate for the
Administration:

Administration (including statutory compliance & repotting)
The Joint Administrators are required to carry out certain tasks in neariy every insolvency assignment,
namely administrative duties and dealing with the Company’s creditors. Whilst these tasks are required

by statute or regulatory guidance, or are necessary for the orderly conduct of the proceedings, they do
not necessarily produce any direct financial benefit for creditors, but nonetheless still have to be

undertaken.

This work includes:

Notifying creditors of the Joint Administrators’ appointment and other associated formalities
including statutory advertising and filing relevant statutory notices at Companies House;

» Reporting to creditors regarding the pre-packaged sale of the business;

Preparing and issuing the Joint Administrators' statement of proposals for achieving the purpose
of the Administration and thereafter providing periodic progress reports to members and creditors

(typically every 6 months),
= Lodging periedic returns with the Registrar of Companies for the Administration;
Complying with statutory duties in respect of the Joint Administralors’ specific penalty bond;
» Creation and update of case files on the firm's insolvency software;

Establishing and holding periodic meetings of the creditors’ committee and associated filing
formalities (if a commitiee is appointed);

= Securing the Company's books and records;

» Pension regulatory reporting and auto-enroiment cancellation;

=  Completion and filing of the notice of the Company's insolvency {o HMRC;

Initial assessment required by Statement of Insclvency Practice 2 and the Company Directors
Disqualification Act 1986 (CDDA) including the review of the Company's books and records and
the identification of potential further asset realisations which may be pursued in the Administration;
»  Submitting a statutory report to the Insolvency Service under the CDODA;

Feriodic case progression reviews (typically at the end of Month 1 and every 6 months thereafter);
QOpening, maintaining and managing the Administration estate cashbook and bank account(s);

* Dealing with all post-appointment VAT and corporation tax compliance; and

» Liaison with secured creditors, obtaining charge documents and validating the security.
Realisation of assets

Ag outlined in the report above, it is anticipated that work will be undertaken in the following areas:

*  Collecting sale consideration from the Purchaser as and when instalments fall due;

= Reviewing any deferred elements of consideration due under the SPA;

Joint Administrators' Report and Statement of Proposals
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implementing all terms of the SPA generally to pursue the statutory purpose of the Administration,

Correspondence with the Purchase to reconcile pre-appointment book debts and collecting any
surplus due 1o the Administration estate, and

Collecting any miscellaneous refunds or cash that are available to the Company.

Work dane by the Joint Administrators, their staff and any third parties engaged {o assist the Jaint
Administrators in realising the Company's assets will, it is anticipated, provide a financial benefit to
creditors. This may involve realising assets to facilitate a distribution t¢ secured creditors of the
Company only (from which a Prescribed Part fund may be derived for the benefit of unsecured creditors)
or may, depending on reahsations and the extent of any 37 party security, result in a distribution lo the
unsecured creditors of the Company. Further information on the tikely outcome of the Administration
process will be provided in the Joint Administrators' subsequent progress reports.

Creditors (claims and distributions)

The Joint Administrators will deal with all creditor correspondence and claims as received, including
any claims of creditors under retention of title. Based on the Estimated Financial Position of the
Company, | currently think that after taking into consideration the costs of realising the assets and
dealing with the statutory formalities of the Administration process and the related costs and expenses,
a distribution may be available to the unsecured creditors of the Company. | will either deal with the
review and adjudication of creditors’ claims in the Administration or if appointed liquidator, in the
subsequent liquidation, if and when it is determined that a dividend is o be declared to creditors.

| do not expect to deal with any complex claims but would comment that in particular, | will liaise with
the landiord of the Premises to arrange the formal assignment of the lease 1o the Purchaser, and will
also correspond with the landlord for the former premises to surrender of this lease.

Investigations

The Joint Administrators are required to conduct investigations into the conduct of the Director of the
Company and transactions entered into prior to the Company's insclvency, as required by the Company
Directors Disqualification Act 1986 and Statement of Insolvency Practice 2 (Investigations by Office

Holders in Administrations and Insolvent Liguidations).

This work may not necessarily lead to any financial benefit to creditors yet is work we are required to
undertake by statute. 1 have included the time | consider will be needed to comply with the above
legislation within Administration above,

if however, initial investigations reveal that further recoveries may be available for the insolvent estate,
all work undertaken to pursue these recoveries will be estimated within this time category.

At this stage, | do not foresee any substantial investigation work will be required but if following the
conclusion of the initial investigations | consider that further investigation work is then required o pursue
assets of the Company, | will provide creditors with an update on my fees esfimate in due course,

Joint Administrators’ Expenses

As also noted, | am required to provide creditors with details of the expenses | consider will be, or are
likely to be, incurred in the Administration. These may include expenses such as agent's costs for
assisting in the disposal and realisation of the Company’s physical assets or other routine expenses
associated with an insolvency case such as statutory advertising costs or the office holder's specific

penalty bond.

Below is a summary of the expenses | consider will be, or are likely to be, incurred in this case. | will
provide a further update to creditors in my subsequent progress reports.

Jolnt Administrators’ Report and Statement of Propesals
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Expense o o 1 Estimated cost
£
 Statutory Advertising - e
wsrlﬁa[htory Bonding T o B 80 3
‘Records Coflecton and Storage I 350 |
—E’"os1age B W T 180 !
785%!2:!10!’5' Fees for dealing with Lease assignment o - WMWWW%;S[;EM
M(ﬂ:ategoryz disbursements: . S o
wF—’hotacopyn‘wg . S 200
IPS Licence o 30 !

Kingston Smith & Partners LLP's Charge-out rates and Category 2 disbursements policy

Altached to this document are details of my firm's current charge out rates and policy regarding the re-
charge of Category 2 disbursements.

Category 2 disbursements require approval from creditors. These are costs which are directly referable
to the appointment in question but are not payments which are made to an independent third party and
may include shared or allocated costs that can be allocated to the appointment on a proper and
reasonable basis such as internal room hire, document storage or business mileage. Any Category 2
disbursements which this firm proposes to charge in this case are reflected in the table of expenses
above. Approval to charge these will be sought from creditors when the basis of our remuneration as

Joint Administrators is fixed.

it should be noted that my firm’'s charge-out rates may increase periodically. If any such increases
impact on the fees estimate for the Joint Admnistrators, creditors will be notified accordingty,

Joint Administrators’ Fees Fstimate

Below is my fees estimate for the Administration. The work the Joint Administrators anticipates
undertaking in relation to this estimate has been outlined above. It is an estimate for the entire
Administration but if | consider ihis estimate wilt be exceeded, | will advise creditors and seek approval

for a revised fees estimate as appropriate.

] Eetimated | - Average blended:
“Nuny DL} charge out xé

Administration & Planning 25.00
Realisation of Assets 21.50
Creditors 27.00

3.00

nvestigations

‘ Tbla!zéslfméiéé @gé}é

Joint Administrators’ Report and Statement of Proposals
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Appendix E

Estimated Outcome Statement as at 17 September 2018

£

{:l;\charged Assats S I T
Sale of business and assets 50,000
Pre-appomtment Book Debts uncertain

50000
Less:
Estimated Joint Administrators’ Fees fixed by time costs (22,529)
Estimated Joint Adnunustrators’ Disbursements (937)
Unpaid pre-appointment fees — Kingston Smith & Pariners LLP {5,215)
Unpad pre-appoiniment fees — Isadore Goldman (4,369}
Lega! Costs for dealing with Lease Assignment (3,000)
Surplus available for unsecured ereditors o _:I:;,-S_I.E':QW

Joint Administrators’ Report and Statement of Proposals
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Appendix F

SiP16 Statement

Joint Administrators’ Report and Statement of Proposals



DISCOVERY RECORDS LIMITED ~ IN ADMINISTRATION (“the Company”)

JOINT ADMINISTRATORS' STATEMENT ON A PRE-PACKAGED SALE OF THE BUSINESS AND
ASSETS OF THE COMPANY PURSUANT TO STATEMENT OF INSOLVENCY PRACTICE 16

(“SIP16”)

Overview

Where a sale of ali or part of a company's business or assets is negotiated with a purchaser prior {o the
appointment of an Administrator and the Administrator effects the sale immediately on, or shortly after

appointment, this is known as a pre-packaged sale.

Prior to the appointment of an Admunistrator, an insolvency practitioner may act in an advisory capacity
to the Company. During this time the insolvency practitiocner's role is not to advise the Directors
personally or any parties connected with any eventual purchaser of the Company's business or assets.

We would confirm that the Director was advised to take his own independent advice on his position in
this regard. It is also possible that a different insolvency practitioner may be the eventual Administrator
and not the insolvency practitioner who provided the advice to the Company before any farmal

appointment was made.

The role of an Administrator once the Company has entered Administration is for him to perform his
functions with the objective of either rescuing the Company as a going concern or achieving a better
result for the Company’s creditors as a whole than would be likely if the Company were wound up rather
than being placed into Administration first.

if neither of these objectives is reasonably practicable, the third objective of realising property in order
to make a distribution to ocne or more secured or preferential creditors of the Company may be pursued,
providing the Administrator avoids unnecessarily harming the interests of the creditors as a whole.

In this case, the Joint Administrators have pursued the second objective, 1o achieve a better result for
the Company's creditors as a whole than would be likely if the Company were wound up (without first
being in Administration). it is considered that the pre-packaged sale enables the statutory purpose of
Administration to be achieved and that the outcome achieved is the best available for creditors as a

whole in all the circumstances.

Sel out below is further information containing a summary of the circumstances relevant to the pre-
packaged sale of all or part of the Company's business and assets to Discovery Music Distribution

Limited {"the Purchaser”} in accordance with the provisions of SIP186.

Background

The Company operated within the music industry distributing CDs, DVDs and records, for artists that
were often less mainstream or in niche genres. The Company was supported by complimentary
associated companies, Trapeze Music Limited, Trapeze Music & Entertainment Limited and Acrobat
Licensing Limited (“Trapeze”, "TME" and “Acrobat” respectively and together “the Associated
Companies”) who produce the stock and hold intellectual property, including ticences. The Company
traded from premises at Fiveways Indusirial Estate, Westwells Road, Corsham, Wiltshire, SN13 9RG

("the Premises”).

Though an established business in the music production sector supported by long term suppliers and
exclusivity agreements with customers, the Company was struggling with cash flow due to long term
bad debt and the legacy costs of a move from its old Jocation to the Premises. The Company was
surviving hand-to-mouth, reliant on financial support from Trapeze and TME and frequent draw-downs

on its secured lending facilities to pay suppliers and staff.

The Company was under pressure from suppliers, utility providers threatening to cut supply and HM
Revenue & Customs. It was aiso clear that the current level of borrowing against the secured lending



faciity was unsustainable It was likely that the Company would shortly be facing a Winding-up Petition
from one or more of s creditors.

Initial introduction

The Joint Admemistrators were introduced to the Company through a firm of debt collection agents,
Collection House Limited ("Collection House”) Collection House were Instructed to pursue a debt owed
o their client by the Company, and through correspondence with the Company's Director discovered

that it was in financial difficulty.

Collection House suggested that it may be beneficial to speak with an insolvency practitioner to assist
with the Company's financial situation, and subsequently introduced the Company to Kingston Smith &

Partners LLP via email on 26 June 2018,

The Joint Administrators do not believe that there s any significant personal or professional relationship
hetween the Company or its Director and Kingston Smith & Partners LLP and carried out the appropriate
conflict review prior 1o accepting the appointment | would confirm that | was formally engaged by the

Company in relation to the Administration on 16 August 2018.

Pre-appointment considerations

The following courses of alternative action were considered with management prior to the Joint
Administrators' appointment and the pre-packaged sale:

Continued Trade both with or outside of a formal Company Voluntary Arrangement (“CVA")

i was initially engaged by the Company on 13 July 2018 to advise on the Company's financial position
and assis! in preparing the Proposal for a CVA. Despite its cash flow issues, the Company had been
approached by a third party willing to inject funds over a period of time to support the business and allow
it to trade out of difficulty, whilst also making regular contributions under a CVA,

Negotiations commenced, but unfortunately after a detailed review of the Company's financials and
future viability, the third party withdrew their offer of investrment on 26 July 2018 and given the cash flow
issues, it was apparent that rescuing the Company as a going concern through a CVA would not be

possibie.
Distressed sale of the business and assets as a going concern by management

A sale of the business and assets of the Company outside of a formal insolvency scenario would result
in any purchaser inheriting the Company's liabilities. Given the Company's issues were exacerbated by
a historic buiid-up of debt, it would invelve significant additional funding on top of the purchase price to
bring the Company back to profitability. Given the Company had already explored additional funding
through a CVA and this funder did not proceed, it is unlikely this option would be viable for any

praspective purchaser.

Notwithstanding this, any deal would necessarily take weeks to agree and as creditor pressure was
mounting, the Company required the urgent protection of an interim moratorium to avert disruptive action
from creditors.

Sale of the business and assets as a going concern by the Joint Administrators

Further funding from Trapeze, TME and secured lenders was not sustainable to meet the current fevel
of liabilities and there was no residual cash as the Company had already utilised its overdraft facility
with the Bank. Income from on-going trade would be insufficient to meet the significant costs and

expenses of the Joint Administrators trading the business.

It was also ikely that 2 prolonged period in Administration would damage supplier/customer
relationships and potentially have a negative impact on staff retention. It was essential that a sale was



conducled as a seamless transition to the Purchaser to preserve any goodwill and this could only be
achieved via & pre-packaged sale.

Liquidation and subsequent forced sale of the Company’s asseis

The Company's stock was fully secured by a fixed and ficating charge and any Liquidation would only
benefit from the surplus sale proceeds from the stock after the liability to the charge holder was settled
in full. Furthermore, the value of the stock and the Company's other chatiel assets would diminish ex-
situ In a forced sale scenario. The Company's largest asset is goodwill, which would have no value in

Liquidation.

Additionally, ali staff would be made redundant on Liquidation, adding considerable preferential and
unsecured liabdities that were likely to be avoided were the Company {o be rescued or sold as a going
concern. Similarly, Liquidation would crystallise the lease liabilities for the Premises (potentially including
a significant claim for dilapidations) and would leave the trading position of the Associasted Companies
untenable, likely resulting in these two entities being placed into Liquidation and their own staff being

made redundant.

Comparative outcome and valuation of the business and assets

Professional valuation agents Lambert Smith Hampton (“LSH"), registered with the Royal Institution of
Chartered Surveyors were instructed to value the business and assets of the Company and market the
business for sale. Further information on LSH's marketing strategy is provided below.

The lease to the Premises was valued by LSH on 17 August 2018 and the Company’s assets were
valued on 22 August 2018. LSH have confirmed their independence and that they carry adequate

professional indemnity insurance.

The following table provides a comparative outcome of the going-concern valuation of the Company’s
assets against the outcome obtained via the pre-packaged sale and compares this with the likely
realisations that would have been made via a sale of the Company's assels in a liquidation scenario or

through a restricted marketing period post Administration.

Details of Assets Going-concern Value achieved | Anticipated value |
valuation through the pre-| in Liquidation, or
packaged sale in | under a restricted
Administration marketing period
post
Administration
£ £ £
FPlant & Equipment, Furniture, 15,600 20,000 4,700
Mezzanine Floor and Stock™
| Goodwill 20,000-50,000 30,000 uncertain
Totals 1. 35600-65600 50,000 | __ 4,700 |

*Stock is either on consignment, third party owned or fully secured by the secured charge holder under
a stocking agreement, thus resulting in no possibility of realisations.

Consultations with major creditors

Secured Creditors

The following charges are registered against the Company:

Charge in favour of Date of Creation o
| Cavendish Invesiments (Manchester) Limited 16 Aprit2016
| Easy Invoice Finance Limited 15 April 2015 i
| Cavendish Investments (Manchester) Limited 1 April 2016




All charges listed above are controlied under the umbreila of Regency Factors Plc ("Regency”) The
charges include a fixed and floating charge over the Company's stock, and a floating charge over other
assets. The Company also benefils from an invoice factoring facility

Regency’s continued assistance was vital leading up to the appointment of the Joint Admunistrators and
following discussions with the Director, Regency agreed to provide further short term funding to allow
staff wages to be processed whilst the business was marketed and the terms of the pre-packaged sale

were negotiated with the Purchaser.

Regency's continued support was essential as the business and assets would need to be sold to the
Purchaser uncharged. Moreover, given Regency's ability to appoint an Administrator of their own, |
made contact to explain the strategy for the proposed pre-packaged sale.

Regency agreed to provide the appropriate Deeds of Release to allow the business and assets to be
sold uncharged fo the Purchaser, but have arranged to take similar security over the Purchaser to

ensure their position is unaffected by the Administration.

Utility Suppliers

Shortly after | was engaged by the Company to assist in preparing the pre-packaged sale, | was advised
that a utility provider owed a iarge amount was threatening to cut off supply to the Premises. This would
have disabled the Company's trading activity and potentially extinguished any chance of a sale of the

business as a going concern.

Contact was made with this supplier and attempts were made to forestall the disconnection with offers
of part-payment of the outstanding balance. These offers were refused. The strategy for the pre-
packaged sale, and how this represented the best outcome for creditors (including this supplier} was
explained but the supplier insisted disconnection wouid take place in line with their policy.

The Company was left with no option but to file a Notice of Intention to Appoint an Administrator ("NOI”)
on 20 August 2018 which gave the protection of a moratorium precluding any further action by the utility
suppiier. Negotiations in relation to the pre-packaged sale were protracted and the sale had not been
agreed before the expiry of the first NOI. Consequently, a second NO| was filed on 4 September 2018
to facilitate the appointment of the Joint Administrators on 12 September 2018.

Other Unsecured Creditors

One major unsecured creditor became aware of the Company's circumstances and made contact on 31
August 2018. The strategy for the pre-packaged sale was explained and through discussions it was
apparent the creditor appreciated the advantage of the process and of selling the business and assets
of the Company as a going concern. This creditor in fact began preparing a formal offer for the business,
which was subsequently withdrawn on receipt of additional financial information,

Marketing of the business and assets

Marketing a business is an important element in ensuring that the best available consideration is
obtained for it in the interests of the Company’s creditors as a whole. The Joint Administrators advised
the Company prior to their appointment that any marketing should conform to the marketing essentials

set out in SIP16 which includes the following key considerations:

« The business should be marketed as widely as possible, proportionate to ifs nature and size in the
time available using whatever media or other sources that are likely to achieve this outcome;

Previcus marketing of the business prior to the Joint Administrators’ involvement may not provide
justification to avoid further marketing. The Joint Administrators must be satisfied as to the adequacy
and independence of any prior markeling undertaken by the Company;

= Marketing should have been undertaken for an appropriate length of time to satisfy the Joint
Adminisirators that the best outcome for craditors as a whole has been achieved;



= Any marketing atiempts must by default, include the use of the internet.

Given the filing of the first NOI, ime was of the essence and marketing commenced on 22 August 2018,
once the appropriate marketing collateral had heen prepared and approved.

The Joint Administrators’ appeintment was initially envisaged to be made on 3 September 2018. Though
this allowed for less than two weeks of marketing, it was considered adequate as the Company operated
a niche business and gauging the interest of appropriate third parties would not require an extended
markeling campaign. LSH already had a database of potential purchasers and transmitting the
marketing material electronically was considered the most efficient use of the short timeframe. In light
of the Company’s cash flow problems, it 1s unlikely it could continue to trade for a prolonged period whilst

further marketing took place in any event.

LSH prepared an electronic flyer to be distributed amongst ¢. 3,000 contacts, including
competitors/similar businesses in the industry and known buyers of distressed businesses. The

business was also advertised for sale on LSH's website.

in response to the marketing exercise, 8§ Mon-Disclosure Agreements were signed by independent third
parties, but following the provision of further financial information, no offers were received As described
above, this included a large creditor of the Company who expressed an interest in acquiring its business,
but after reviewing the financials did not proceed with submitting a finat offer.

It was evident that any purchaser of the business and assets of the Company would require the co-
operation of the Associated Companies going forward. As it was connected to the Company, it was
known the Purchaser was preparing an offer and it was considered likely that a sale to the Purchaser
would represent the best opportunity fo preserve the support of the Associated Companies, and likely
the best chance of a sale as a going concern given the lack of third party offers.

The Purchaser submitted their final offer of £50,000 on 30 August 2018 However, it was clear that there
would not be enough time for LSH to review or recommend this offer or to formalise any consequent
Sale and Purchase Agreement ("SPA”") before the expiry of the first NOI. Accordingly, the second NOI

was filed on 4 September 2018.

LSH reviewed the offer from the Purchaser and recommended acceptance on 4 September 2018, taking
info account the lack of other offers and the diminished value of the Company's assets in a forced sale

scenario, which was the only alternative.

The Purchaser's offer was accepted in the best interests of creditors as it represented the most monetary
value but also avoided the adverse effects of a Liquidation, described in Pre-appeintment

considerations above.
Details of the assets sold and the nature of the transaction

The sale completed on 12 September 2018 and the transaction was made pursuant to the SPA of the
same date. The Company instructed solicitors Isadore Goldman Limited to handle the transaction and
prepare the SPA, and the Purchaser instructed Gordon Dadds LLP to assist in preparing their offer for
the business and assets of the Company and to review and agree the SPA. Further detail on the assets

sold and the nature of the consideration can be found below.

The Purchaser is Discovery Music Distribution Limited (registered number 11541075) of 42a Cannon
Lane, Pinner, HA5 1HW. The Company's Director, Howard Jehn Coaper, is the Director and majority
shareholder of the Purchaser and is also involved in the management and ownership of the Associated

Companies.

The total price paid by the Purchaser for the business and assets of the Company is £60,000. This is to
be paid in instalments as described below. The Director of the Company/the Purchaser has personally
guaranteed all of the instalments due from the Purchaser to the Company, together with interest arising
in relation to these instalments set out in the applicable clauses in the SPA.



Connected Parly transactions

Where there are connections belween an insolvent company and the purchasing entity, the purchaser
meets the definition of a "connected party” and following recommendations made io the Department for
Business, Energy & Industnal Strategy about pre-packaged sales to connected parties, it was felt that
some of the concerns expressed about such transactions in the context of insolvency, may be overcome
by having an independent party review the proposed sale and offer an opinion on the appropriateness
of the grounds for the sale. This may provide reassurance te creditors that an independent person has

considered the reasonableness of the proposed transaction.

As the transaction meets the definition of a connecled party sale, the transaction is eligible for review
by the Pre-Pack Pool (“the Pool"}. The Pool is an independent body of experienced business people
and has been set up in response to a series of recommendations contained in an independent review
of pre-packaged sales in administrations. A Pool member will offer an opinion on the purchase of a
business and/or its assets by a party connected to a company where a pre-packaged sale is proposed

by an Administrator,

The Pool, through its members, operates only to review and opine on applications made voluntarily by
connected parties. Further information on the work of the Pool can be found in the 'Questions and

The Purchaser was made aware of their ability to approach the Poal and the potential for enhanced
stakeholder confidence from the connected party approaching the Pool and preparing a viability
statement for the purchasing entity. In this case, the Pool has not been approached by the Purchaser.

Viability statement

A viability review can be drawn up by a connected party wishing to make a pre-packaged purchase.
The review should cover the greater of 12 months or the period over which any consideration is to be
deferred in order {0 demonsirate how the purchasing entity will survive for this period from the date of

the proposed purchase.

As Joint Administrator, 1 requested that the connected party provide me with a copy of their viability
statement and this is provided below:

*As all involved will be aware before commencing on the present course both Vince Leahy (Financial
Director) and myself embarked on an exhaustive examination of both the existing business and that of
the new business. Every area of the business has been examined and refined to ensure that the new

business can trade forward within its means and show a profit.

Discussions have been held with key suppliers; these discussions indicate that in most cases the
suppliers will have agree lo work with the new company to move forward and to help the company
rebuild confidence and establish the new business as a major player in its specialist market of physical

music distribution.

In addition to stabilising our relationship with suppliers we have, or are in the process of, agreeing the
manner that we will move forward with the landlord of the premises occupied by the company and other
key suppliers of services including the management of the website and the software required to ensure

the smooth running of the business.

We have met and discussed the situation with key staff and agreed any changes thal may be required,
such changes wilf include any necessary changes to the company Conlract of Employment.

Although we fully expect that it will take time and effort to re-establish the business the indications are
that there is enough goodwill from suppliers, Staff and customers to allow the new business fo flourish
and grow.

John Coaper
Managing Director
Discovery Music Distribution Limited”
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Assets

All of the assets sold to the Purchaser transferred immediately on completion of the pre-packaged safe
on 12 Seplember 2018 and are defined completely in the accompanying SPA. These assets comprise
the following

=  The Company's commercial records, which included all tax and employee records and financial,
promotional and sales information necessary for the continued trade of the business (but excludes

any other Company records and the Joint Administrators' records),

= The stock held by the Company, which was sold uncharged after the Deeds of Release were
provided by Regency (who, as explained above, are to be granied new security over these assets

by the Purchaser);
» Fixtures and Fittings owned by the Company;

= The Goodwill element of the Company's business and relationships with its suppliers and
customers;

= Remaining open Business Contracts between the Company and its suppliers and customers; and

« Al Intellectual Property Rights held by the Company, in particular its website and domain name,
staff telephone numbers and email addresses, the business name and the customers lists and

database.

Finally, pursuant to the SPA, all employees of the Company were transferred to the Purchaser on
completion in line with the Transfer of Undertakings (Protection of Employment) Regulations 2006. It is
intended that the Purchaser will enler into a new lease for the Premises with the landlord, but as
negotiations are on-going in this regard, in the meantime the Purchaser will occupy the premises under

a licence from the Company (acting by the Joint Administrators).

Sale consideration

As described above, the Purchaser offered a total of £50,000 for the business and assets of the
Company, apportioned as follows:

*  The Commercial Records, £1;

= The Stock, £10,000;

= The Fixtures and Fittings; £10,000;
= The Goodwill, £29,997;

« The Business Contracts, £1; and

= The Intellectual Property Rights, £1.

The sale completed on 12 September 2018 and an initial payment of £5,000 was paid on completion.
The remaining consideration is to be paid in monthly instalments of £7,500 on the 10% of the month,
commencing on 10 October 2018 and confinuing for 6 months, with the final payment to be made on or
before 10 March 2019. As the transaction represents a sale of the business and assets of the Company

as a going concern, VAT is not applicable.

The SPA provides that should the business be sold on by the Purchaser within 12 months, the Company
will be entitled to further consideration from the Purchaser equal to 50% of the difference between the
£50,000 price paid to the Company and any future price that may be achieved by the Purchaser for

selling the business on.
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AMO3
Notice of Administrator’s Proposals

B Presenter information

n Important information

You do not have to give any contact information, but if
you do it will help Companies House 1f there is a query
on the form. The contact information you give will be
visible to searchers of the public record.

All information on this form will appear on the
public record.

Contact name

Evan Jones

@ Where to send

Company name Kingston Smith & Partners LLP

Address

Devonshire House
60 Goswell Road

Post town

|
|
|
|

LLondon

County/Region
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’DX

Telephone

020 7566 4020/ 020 7566 4021

W4 checkiist

We may return forms completed incorrectly or
with information missing.

Please make sure you have remembered the

following:

[0 The company name and number match the
infarmation held on the public Register.

[0 You have attached the required documents.

O You have signed and dated the form.

You may return this form to any Companies House
address, however for expediency we advise you to
return it to the address below:

The Registrar of Companies, Companies House,
Crown Way, Cardiff, Wales, CF14 3UZ.
DX 33050 Cardiff.

ﬂ Further information

For further information please see the guidance notes
on the website at www.gov.uk/companieshouse
or email enquiries@companieshouse.gov.uk

This form is available in an
alternative format. Please visit the
forms page on the website at
www.gov.uk/companieshouse

Thus form has been provided free of charge by Companies House
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